The study investigated the determinants of foreign direct investment (FDI) and whether the interaction between human capital and financial development enhances FDI into the emerging markets. The dynamic generalised methods of moments (GMM) framework was employed with panel data from 1994 to 2014. Gross domestic product (GDP) per capita, savings, trade openness, human capital development and the lag of FDI had either a positive and significant or positive and non-significant influence on FDI. The interaction between: 1) human capital development and stock market value traded; 2) human capital development and stock market capitalisation enhanced both the size and significance on FDI. Moreover, the interaction between banking sector variables and human capital development reduced the negative impact of banking sector development on FDI. Emerging markets are therefore urged to enhance economic growth, savings mobilisation, trade openness, human capital and financial development and to reduce inflation levels in order to increase FDI.
Introduction
Theory and empirical literature is awash with studies that show that human capital and financial development in the host countries separately influence foreign direct investment (FDI) inflows. The human capital development led FDI hypothesis is supported by Dunning (1977 Dunning ( , 1988 and Craigwell (2012) . On the other hand, the financial-development-triggered FDI perspective resonates with studies done by Bartels et al. (2009) , Shahbaz and Rahman (2010) , among others. Although there are plenty of studies that have so far investigated the individual impact of either human capital or financial development on FDI inflows, no study that the author is aware of studied the combined effect of human capital and financial development on FDI inflows. This study is more unique because it interacts human capital development and all the three financial sectors (banking sector, stock and bond market development) in a bid to find out if the interaction enhances FDI inflows into the emerging markets. Most of the studies on FDI determinants ignored the fact that
• FDI data is dynamic
• the relationship between FDI and its determinants is characterised by an endogeneity problem.
This study addressed these shortcomings by using the dynamic GMM as an estimation technique. Sections 2 and 3 discuss theoretical and empirical literature, respectively. Section 4 explains the research methodology, and analyses and interprets data whilst Section 5 concludes the paper.
Review of theoretical literature
The liquidity easing, allocative channel and economic efficiency theoretical perspectives explain the influence of financial development on FDI (Ezeoha and Cattaneo, 2012) . The liquidity easing theoretical perspective argues that a developed financial sector enhances liquidity in the market through accelerating the settlement and financial instruments trading. Following Antras et al. (2009) , developed financial sectors, which are liquid by their nature, increase the activities of foreign investors in the host country, as they will no longer rely on parent company for capital inflows. The allocative channel theoretical perspective, which was supported by Klein et al. (2000) , Guiso et al. (2004) and Kaur et al. (2013) , argues that financial markets that are developed efficiently allocate financial resources thereby boosting the productivity levels of foreign capital. According to the economic efficiency theoretical rationale, which was supported by Bartels et al. (2009) , a developed financial sector attracts FDI as it is better able to reduce transaction costs and smoothen the flow of information in the market. Dunning's (1973) eclectic paradigm theory noted that ownership, location and internalisation (OLI) advantages are the three broad categories under which FDI determinants fall. Denisia (2010) in support of Dunning's (1973) eclectic paradigm theory argued that there are three FDI locational advantages in the host country and these are social (human capital development, cost of labour, cultural diversity and attitude towards strangers), political (government policies and the business climate that they create) and economic (financial sector development, telecommunications infrastructure, cost of transport and market size). It is in this context that the influence of human capital on FDI is firmly rooted in Dunning's (1973) eclectic paradigm theory.
Review of empirical literature
This section discussed several empirical studies on the determinants of FDI. Piteli (2010) found out that favourable business environment, high profitability levels of domestic firms and productivity of the economy were found to be the major factors that influenced FDI in developed countries. Cristina and Cantemir (2012) also observed that improved labour market conditions, high quality of institutional frameworks and infrastructure were observed to be the major determinants of FDI in the Central and Eastern European Countries (CEEC). Moreover, Timothy et al. (2011) noted that strong governance system, low corruption and high infrastructural quality were common FDI determinants in both developing and developed countries.
In support of the eclectic paradigm hypothesis, Villaverde and Maza (2012) observed that favourable labour conditions, positive economic growth potential and good infrastructural development attracted FDI in Spain. The finding is consistent with Loree and Guisinger (1995) whose study showed that the destination for US direct investment influenced economic growth, infrastructural development and political stability in the host country. Moreover, a study done by Alam and Shah (2013) found out that market size, labour cost and infrastructural quality were instrumental in influencing FDI flows into Organisation for Economic Co-operation and Development (OECD) nations.
Using instrumental logit fixed effect model, Kinda (2010) discovered that factors that influenced FDI inflows into developing countries included infrastructural development, human capital and financial markets depth. This finding resonates with the eclectic paradigm hypothesis. Buthe and Milner (2008) revealed that developing countries that were part of the World Trade Organisation (WTO) and actively participated in preferential trade agreements received more FDI because foreign investors feel secure as reneging on these international trade agreements is costly on the part of the host country. According to Kahai (2004) , low corruption levels, low labour cost, low inflation, better infrastructural quality, high income per capita, high economic growth, high trade openness, high economic freedom and stable exchange rates were found to be the key factors that attracted FDI into developing countries. Rogmans and Ebbers (2013) showed that high oil prices, high trade openness and economic growth positively and significantly influenced FDI inflows into the Middle East and North Africa (MENA) group of countries. In contradiction to the eclectic paradigm theory, energy endowments had a deleterious effect on FDI inflows into the MENA group of countries. The finding is consistent with Mohamed and Sidiropoulos (2010) whose study revealed that good infrastructural quality, financial development, economic growth, availability of natural resources and high market size attracted FDI inflows into the MENA group of countries.
In Nigeria, Oladipo (2010) observed that economic climate stability, high trade openness, human capital development, economic growth and infrastructural development had a positive and significant impact on FDI inflows. Consistent with the rate of return hypothesis, a study done by Asiedu (2002) showed that FDI inflows into non-Sub Saharan African (SSA) nations were attracted mainly by return on investment. The same study also noted that infrastructural development was instrumental in terms of attracting FDI inflows into non-SSA nations. Table 1 summarises the empirical studies on FDI determinants. In summary, literature review has shown that certain factors have to be available in the host countries if significant FDI inflows are to be triggered. It is against this background that this study investigated the determinants (host-country-based factors) of FDI in emerging markets.
Methodology

Data
Annual panel secondary data from 1994 to 2014 that was extracted from United Nation Development Program, United Nations Educational, Scientific and Cultural Organisation (UNESCO), African Development Bank, International Monetary Fund (IMF) and World Bank databases was used for the purpose of this study. The list of emerging markets that formed the focus group of this study is in line with IMF (2015) and subject to data availability. The emerging markets studied include Argentina, Brazil, China, India, Colombia, Greece, Mexico, Peru, Poland, Portugal, Hong Kong, Indonesia, India, Malaysia, Philippines, Republic of Korea, Russia, Thailand, Turkey, Singapore and South Africa.
Empirical model
The determinants of FDI in line with empirical literature discussed in Section 3 are summarised in equation (1).
FDI, GDP, INFL, SAV, OPEN, HCD and FIN, respectively, stands for foreign direct investment, gross domestic product, inflation, gross domestic savings, trade openness, human capital development and financial development. Consistent with similar empirical studies, FDI, GDP, INFL, SAV, OPEN and HCD were measured by net FDI inflow (% of GDP), GDP per capita, inflation consumer prices (annual %), gross domestic savings (% of GDP), total imports and exports (% of GDP) and human capital development index, respectively. FIN was proxied by seven variables, which include
• domestic credit by financial sector (% of GDP)
• domestic private credit by banks (% of GDP)
• turnover ratio
• value traded ratio
• market capitalisation ratio
• outstanding domestic private debt (% of GDP)
• outstanding domestic public debt (% of GDP).
The main objectives of this study are twofold:
• to investigate the determinants of FDI
• to explore if the interaction between human capital and financial development has an influence on FDI in emerging markets.
Several recent empirical studies showed that human capital development has a positive impact on FDI (Ford et al., 2008; Mastromarco and Ghosh, 2009; Suliman and Elian, 2014; Dunning, 1988) . On the other hand, the positive influence of financial development on It is upon this background that this study expects that the interaction between human capital and financial development in the emerging markets enhances FDI inflows as represented in the following hypothesis.
H0: The interaction between human capital and financial development enhances FDI in emerging markets.
HA: The interaction between human capital and financial development does not enhance FDI in emerging markets.
In line with Nor et al. (2015) , this study tested the sign and significance of the interacted coefficient of human capital and financial development variable to address the hypothesis.
Equation (2) shows the econometric representation of the empirical model specification (equation (1)). FDI it-1 is the lag of FDI whereas subscripts t and i, respectively, stand for country and time. Equation (2) was then estimated using the dynamic panel GMM by Arellano and Bond (1991) . Table 2 shows the results of correlation analysis for the variables studied. In line with literature, FDI was found to be positively and significantly correlated with GDP, inflation, savings, trade openness, human capital and financial development. As expected, inflation and FDI are negatively correlated. All the correlations between variables were found to be below 81%. The result is the evidence of the absence of the multicollinearity problem between the variables studied. Table 4 includes the results of panel unit root tests at both level and first difference. According to Jiang and Liu (2014) , co-integration tests can only be done if the variables under study are integrated of order 1. This condition was satisfied for all the variables Table 5 shows results of the Johansen Fisher panel co-integration approach. The results indicate that the null hypothesis that says that there are at most six co-integrating equations among the variables studied cannot be rejected. In other words, the Johansen Fisher panel co-integration test observed that there is a long-run relationship between and among the variables under study.
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under study when unit root tests were done at first difference (see Table 4 ). Levin et al. (2002) and Im et al. (2003) ; ADF Fisher Chi Square and PP Fisher Chi Square tests respectively. *, ** and *** denote 10%, 5% and 1% levels of significance, respectively. Source: Author's compilation from E-Views Table 6 presents the dynamic GMM estimation results. Human capital development was interacted with domestic credit by financial sector, domestic private credit, stock market turnover, stock market value traded, stock market capitalisation, outstanding domestic private debt securities and outstanding domestic public debt securities in models 1, 2, 3, 4, 5, 6 and 7, respectively. The results show that the lag of FDI, savings and trade openness had a positive and significant impact on FDI inflows in emerging markets, which is consistent with theoretical and majority of empirical literature. Models 1, 3 and 7 found out that GDP per capita positively and significantly affected FDI inflows whilst models 1, 4, 5 and 6 showed that FDI inflows were positively but non-significantly influenced by GDP per capita in emerging markets. The findings are in line with literature (Sghaier and Abida, 2013) . Moreover, human capital development positively and significantly influenced FDI inflows in models 4 and 5 only. Models 1, 2, 3, 6 and 7 found out that FDI inflows were positively but non-significantly influenced by human capital development in emerging markets. These findings on human capital development-FDI nexus in emerging markets to a larger extent support the available theoretical and empirical literature on the subject matter (Dunning, 1977 (Dunning, , 1988 Craigwell, 2012) . Stock market value trade and market capitalisation had a positive and significant impact on FDI inflows into emerging markets in line with literature, which argued that well-developed financial markets have got better capacity to ease information flow and reduce transaction costs, thereby attracting FDI inflow (Bartels et al., 2009; Shahbaz and Rahman, 2010, p.225) . Banking sector and bond market development were found to have had a negative influence on FDI inflows into the emerging markets. The finding supports an argument by Hailu (2010, p.109 ) who pointed out that in a well-developed financial sector, foreign investors can opt for portfolio investment, which then crowds out FDI. Inflation was found to have had a negative effect on FDI in all the seven models in line with Sayek (2009, p.423) who argued that an increase in host country's inflation rate reduces FDI inflows, as it erodes the value of the profits made by foreign firms.
The interaction between
• human capital development and stock market value traded
• human capital development and stock market capitalisation enhanced both the size and the significance on FDI inflows into the emerging markets.
On the other hand, the interaction between banking sector variables and human capital development (see model 1 and 2 results) reduced the negative impact on banking sector development variables on FDI inflows into emerging markets. These findings are in line with theoretical predictions.
Conclusion
The study investigated two things. First, the determinants of FDI and, second, if the interaction between human capital and financial development enhances FDI inflows into the emerging markets. The dynamic GMM framework was employed with panel secondary data ranging from 1994 to 2014. Although there are plenty of studies that have so far investigated the individual impact of either human capital or financial development on FDI inflows, no study that the author is aware of studied the combined effect of human capital and financial development on FDI inflows. This study is more unique because it interacts human capital development and all the three financial sectors (banking sector, stock and bond market development) in a bid to find out if the interaction enhances FDI inflows into the emerging markets. Most of the studies on FDI determinants ignored the fact that
This study addressed these shortcomings by using the dynamic GMM as an estimation technique. The lag of FDI, GDP per capita, savings, trade openness and human capital development had either a positive and significant or positive and non-significant influence on FDI inflows into emerging markets. The interaction between
On the other hand, the interaction between banking sector variables and human capital development (see models 1 and 2) reducz the negative impact on banking sector development variables on FDI inflows into emerging markets. The implication of the study is that emerging markets are urged to
• enhance economic growth, savings mobilisation, human capital development, financial development and trade openness
• reduce inflation levels to increase FDI inflows.
They should also concurrently implement policies aimed at developing their banking sector, stock markets and human capital development if they wish to enhance FDI inflows.
